








Background On Affordable Single Family Rentals As a Critical Complement to Traditional Multifamily
This supplement provides more context to a few key points in our response, specifically:

e Preservation, not just construction, of affordable single-family rentals (SFR) should be
considered under the community development definition
e Professionally managed single-family housing at scale is a form of multifamily housing, and
therefore investments in portfolios of single-family rentals should be eligible for community
development credit in the same way as other investments in multifamily housing
o 50.2% of all rental units in the United States are single-family rentals, so including single-
family rentals can double the size of the addressable market for affordable housing
o Single family rentals typically offer more living space (bedrooms, square feet) and
amenities like off-street parking and yards, making them qualitatively better living
experience for low/moderate income individuals and especially families
e Professionally managed single-family rental housing is distinguished by having a sponsor that
applies consistent standards to property management, repairs & maintenance, and tenant
screening/collections. These standards enable professional SFR to be consistent with
regulations such as the Fair Housing regulations
e Lenders, including the GSEs in their pilot programs, have recognized that single-family rentals
are a form of multifamily and provide multifamily loans on portfolios of SFR

As stated in the NPR, the current CRA regulations define “community development to include affordable
housing (including multifamily rental housing) for low or moderate income individuals.” It goes on to
state that “Single-family home mortgages are generally considered as part of the lending test. . .” This
definition seems to relegate single-family to only the lending test and not part of Community
Development / investment test. However, the NPR does leave open the possibility that Community
Development could include affordable housing to low or moderate income individuals that is also single-
family rental. Moreover, the NPR states that in the context of single-family housing, “activities that
support the construction of affordable housing are considered under the community development
definition.” We want to make the case that the preservation of affordable single-family housing should
also be considered under the community development definition. The distinction between multifamily
and single-family rentals is outdated, and moreover, the spirit of the regulations should encourage
community development investments in preservation of single-family rentals that are affordable to low
or moderate income individuals as a way to improve the nation’s supply of affordable units.

Specifically, we strongly support the case that professionally managed single-family rentals are a form of
multifamily housing, and investments in portfolios of single-family rentals should be included for
Community Development credit. The current proposal reflects an outdated notion of a dividing line
between multifamily and aggregated portfolios of single-family.

As recently as the late 2000s, nearly 95% of the single-family rentals in the United States were owned by
individuals or small companies who owned 5 or fewer units. This highly fragmented market of mom-
and-pop investors often owned properties as a side business and/or an investment for their retirement.
These investors would generally serve as their own property managers, conducting ongoing repairs,
maintenance and collections themselves — with highly variable standards for renovations and upkeep,
tenant screening, and collections. As has been reported in many recent news stories, with the wave of
foreclosed homes that hit the market during the Great Recession and advances in technology for



property management of scattered units, professional investors moved into the space. Today,
professional SFR investors constitute a fraction of the market, with about 4% total ownership share of
houses in the country. However, on an individual level, several of them have sizeable portfolios, with
the largest four companies now having somewhere between 40,000 and 80,000 houses each, and
several smaller investors owning 1,000 to 5,000 house portfolios.

As this trend developed, Dan Magder the founder of Center Creek, and Laurie Goodman at the Urban
Institute, recognized the emerging dynamic in their 2015 paper “Single-Family Rentals: A New Approach
to Affordable Housing,” and made the case that professionally managed single-family rentals are a form
of multifamily housing®. Not all SFR investors are focused on affordable rents for LMI residents, but
those that are should be part of the affordable housing conversation.

Professional SFR sponsors have management practices consistent with owners of traditionally defined
multifamily properties. Compared to mom-and-pop investors, professional SFR sponsors have clear
standards in place regarding up-front renovations, regular maintenance inspections, and ongoing
repairs; they have set guidelines for tenant screening and collections in order to comply with regulations
such as Fair Housing policies; they have processes in place for paying local taxes, having sufficient
insurance, and managing the properties so as to comply with local regulations and ordinances.

Therefore, if a sponsor has 20 or 100 single-family units in a neighborhood or area, how is it that
different from a sponsor with 20 or 100 units in an apartment building? Under the proposed rule the
latter is considered multifamily and as such qualifies for Community Development credit under the
proposed CRA rule. However, the SFR portfolio is effectively an apartment building on its side.

Indeed, since the time of our writing that paper, the case for considering SFR as a type of multifamily
housing has been effectively settled by the broader business community: lenders have recognized that
professionally managed SFR is indeed a subset of multifamily. Back in 2015, it was extremely hard to get
financing from a bank for scattered SFR portfolio — the commercial real estate lenders would scratch
their heads over underwriting collections of single-family houses and redirect potential sponsors to the
banks’ residential mortgage group. The residential group would in turn scratch their heads and ask for a
sponsor’s credit score and income, try to calculate a DTI for the sponsor, and get tripped up — and also
get stopped by the GSEs 4-unit and 10-unit limits (Freddie and Fannie limits, respectively®) on investor
loans. Fast forward to 2022 and the debate has been conclusively settled. SFR investors routinely
access financing from commercial real estate lenders on commercial real estate terms. The underlying
collateral may be single-family houses, but the underwriting is not credit score and DTI based; instead,
the lenders look at cash flow, debt service coverage ratios (DSCR), interest reserves, liquidity of the
sponsor, and other metrics that put the financing squarely in the same category as a loan on a 20 or 100
unit apartment building. Even the GSEs have piloted programs to lend to portfolios of single-family
rentals through their multifamily groups®.

% “Single-Family Rentals: A New Approach To Affordable Housing,” Op Cit.

4 Freddie now allows up to 6 single family loans to an investor. Fannie allows up to 10 single family properties to
be financed by a single investor.

5 The GSE’s SFR lending programs were halted by the FHFA in response to criticism from housing advocates who
were concerned about subsidizing debt to large institutional investors. Center Creek advocates the notion that the
GSEs should revisit their SFR lending programs subject to stronger requirements for affordability of the rental
units, consistent with the GSEs housing goals.



Clearly, professionally managed SFR is a form of multifamily housing, and the traditional dividing line
based on underlying collateral is no longer relevant and must be eliminated. Regulators should look at
the purpose of the SFR portfolio, and affordability of the associated rents, to determine Community
Development status.

There is another reason why it is so important to include — and even encourage — scattered single-family
rental portfolios to be included in the Community Development goals of CRA: anyone who cares about
affordable housing in this country is aware of the need to expand the availability of quality affordable
rental housing. Let’s consider the manner in which affordable SFR can dramatically expand the
affordable housing stock.

The crisis in affordable housing in the United States is, at its core, a crisis is linked to demand growth
outstripping new supply in markets. However, while affordable housing advocates traditionally focus on
multifamily buildings to address the affordable housing shortage, the data show that 50.2% of all rentals
in the United States are in fact single-family rentals®. That means that the supply of single-family rentals
is actually slightly larger than the number of multifamily units across the country. If we all agree that
there is a crisis in affordable housing and we’re intentionally ignoring half of the addressable market,
how can we hope to solve the problem? By contrast, if we embrace single-family rentals that meet
affordability requirements into the affordable housing conversation, we can “unlock” twice as much
potential housing stock and bring it into the affordable housing conversation. To address the crisis, we
need an “all of the above” strategy — building new supply, preserving existing and aging units, focusing
on affordable multifamily and single-family properties, and expanding the boundaries into untapped
housing stock that can bring more units into the affordable housing fold.

More than just increasing the universe of affordable housing units, single-family rentals typically provide
a quantitatively and qualitatively better living experience to LMI residents. At Center Creek, our average
rental property is a 3-bedroom, 2-bathroom, 1,500 square foot house that rents for about $1,400. Itis
extremely difficult to find 3-bedroom apartments in multifamily buildings. Compared to multifamily, our
units have more bedrooms and more living space; they typically have an eat-in-kitchen, a living room, or
both; central air conditioning, hook-ups for in-house washers and dryers, off street parking, and a yard.
Bottom line, our single-family rentals offer more bedrooms, more living space, and more outdoor space
than a nearby apartment at a comparable rent.

This difference in living experience matters to our residents. They don’t just see their rental as a house,
they see it as their home. We know this from talking to them, but we also see it in the data; they stay
longer: nationally, multifamily turnover is around 50%, for affordable multifamily it may be 40-45%. By
contrast, turnover in single family rentals is closer to 35-40%, and for affordable single-family rentals it is
high 20% to low 30%. When people stay longer, they put down roots in their communities. They
become part of their neighborhoods. Their children stay in their school districts longer. Our affordable
single-family rentals are literally providing a foundation of stability for LMI families to focus on
everything else they need to improve their lives — by addressing shelter, one of the most fundamental
human needs, we help enable our residents to focus on education, health, employment, etc.

We also know that it is extremely hard to build new affordable housing without massive subsidies, which
is why the LIHTC program is so important’. In the absence of these subsidies, private sector developers

62019 American Community Survey, 1-Year Estimates, US Census Bureau
7 On a similar note, based on the recognition of professionally managed single-family rentals as a type of
multifamily, affordable single-family rental projects should qualify for LIHTC financing.



tend to focus on high-end product since the margins are higher. In this environment, most affordable
housing is only created over time, the result of population shifts and deterioration of housing stock.
Developers generally build “class-A” housing, and over time as people move and demand shifts, houses
deteriorate, the A houses become B+ or B-, and formerly B houses become C+ or C or C-. Therefore,
while building new supply of affordable housing is a critical part of the solution to the housing crisis, so
too is preservation of existing units a critical complement to new construction. In fact, we can buy a
distressed house and renovate it to create a quality home for less than it would cost us to build new,
because we are recycling/reusing the existing housing®. At Center Creek, our goal is to take aged
housing that has often been neglected and has significant deferred maintenance, and create durable,
updated, attractive housing. In other words, we take a C- house and make it a B- or B+ house — at
affordable rents. We repair or replace all the major systems of a home — plumbing, electrical, HVAC,
building envelope (we consider roof/insulation/windows to be a critical system) — to bring it up to
current building standards and beyond. We also update kitchens, bathrooms, appliances, flooring, and
fixtures to add to the durability and attractiveness of the houses.

The question of how large a portfolio of single-family homes should be included in the Community
Development definition for CRA is also fairly straightforward: there shouldn’t be a limit, since banks will
self-regulate out of necessity. Itis hard to envision a bank investing in a single 5-unit apartment
building, which would fall under the definition of multifamily and technically qualify for Community
Development credit; the dollars involved compared to the time required to underwrite that investment
do not make it worthwhile. The bank requires scale and would focus on sponsors who can deliver 10 or
30 five-unit buildings, or perhaps a handful of 20+ unit buildings. So too in the case of single-family
rentals, banks would be more interested in a sponsor who can invest in 100s of single-family rental
units. However, if a sponsor comes with a single 5-unit single family mini-portfolio, just as if a sponsor
has an individual 5-unit multifamily property, the same rules should apply — if the bank is willing to put
time into underwriting and financing the deal, the two options should equally qualify for Community
Development credit. The size/scale is no different.

For all these reasons, we would strongly recommend that the final rule includes professionally managed
single-family rentals within the multifamily rentals that qualify for Community Development/
investment test credit as part of the CRA. The SFR that would be included in Community Development
would need to meet similar rent affordability requirements as the multifamily properties that are
covered by the regulations.

Conclusion

Professionally managed single-family rentals that meet affordability requirements should be recognized
as a form of multifamily housing, a complement to other initiatives aimed at expanding the supply of
affordable rental units, and an important part of the multi-pronged approach to address affordable
housing in this country. For that reason, affordable single-family rentals should be included in the
regulations for Community Development.

8 Which also has added environmental benefits — by reusing the vast majority of the existing house infrastructure
we utilizes less materials, do not need to create or ship lumber, concrete, etc. to the site. We create less waste
through renovations than construction, thus sending less waste to landfill sites



